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Agricultural Payments to Iowa under Alternative Programs
–By Chad Barrett
President Clinton’s signing of theFederal Agriculture Improvement and
Reform Act (FAIRA) into law in April
1996 marked a major transition in U.S.
agricultural policy.  FAIRA replaced
production constraints, set-aside acres,
target prices, and counter-cyclical
payments with planting flexibility and
decoupled cash payments.
Federal budget constraints were a
driving force behind this dramatic change in
farm policy.  Previous farm programs had
primarily targeted farm prices, and this
ignored the cost-saving benefits which can
be obtained from the negative correlation
between production and prices. When
yields were high, prices were depressed,
causing commodity prices to fall well
below their target levels.
Since payments were based primarily
on the target price under the 1990 agricul-
tural legislation, a large payment would be
given, even though a portion of the
producer’s loss of revenue from the low
price was recovered through greater yields.
Focusing on prices and ignoring total
revenue (price • quantity) inflated govern-
ment payments.
FAIRA limited total government
outlays to $5.57 billion in 1996, with
payments decreasing to $4.008 billion in
2002, the final year of the program.  Of
these total payments, 46 percent were
allocated toward corn contract acreage.
Besides lowering government costs, FAIRA
promoted market efficiency through
decoupled production flexibility contract
(PFC) payments.  This provided for payment
rates based on past base acres without
restricting the planting of specific crops.
Instead, farmers were allowed to respond to
market signals and relative prices, resulting
in less market distortion and greater
economic efficiency.
During the first two years of the
program, large PFC payments and high
commodity prices boosted farm revenues
and support for the new program.  However,
projected bumper crops, weak export
demand, low commodity prices, and the end
in sight of the PFC payments has sparked
discussions questioning the validity of
implementing this new farm policy.
Specifically, many question whether Iowa
farmers would have been better off under a
continuation of the Food, Agriculture,
Conservation, and Trade Act of 1990
(FACTA).  However, this is not a relevant
comparison because federal budget cuts
dictated that a change in agricultural policy
would occur.  Nevertheless, this article
compares the payments under FAIRA,
FACTA, and a likely alternative to
FAIRA.
Table 1 shows the payments to Iowa
corn producers ($1.6 billion) under the
FAIRA provisions for the first three years of
the program.
FACTA provided a 15 percent
normal flex policy for corn base acreage.
Under this program, participating
farmers were required to plant corn on 85
percent of their base acreage and were
allowed to plant corn or any other crop
on the remainder.  However, participants
could not receive deficiency payments
on the normal flex acreage, but they
could qualify for price support loans.
Payments were calculated using the
following formula: [target price – max
(market price, loan rate)] • (base acreage) •
(program yield) • (85 percent).  Tables 2 and
3 calculate the total payments to Iowa
farmers for the 1996/97-1998/99 crop years
using FACTA payment rates.  The participa-
tion rate and base acres were kept at their
1995/96 levels since actual data does not
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Table 1. 1996/97-1998/99 Payments to Iowa under FAIRA Provisions
         1996/97           1997/98          1998/99
Contract Area (Acres) 14,182,000 14,270,000 14,319,000
Participation Rate 99% 99% 99%
Program Yield (Bu/Acre) 117 117 117
Contract Payment ($/Bu) 0.25 0.49 0.37
85% 85% 85%
Total Iowa Payment $349,073,975 $688,430,393 $521,620,193
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Table 3.  1996/97-1998/99 Government Payments to Iowa under FACTA (1990)
                Provisions ($2.00/Bu 1998/99 Corn Price)
         1996/97          1997/98          1998/99
Base Area (Acres) 14,035,000 14,035,000 14,035,000
Participation Rate 87% 87% 87%
Season Average Price ($/Bu) 2.66 2.47 2.00
Target Price ($/Bu) 2.75 2.75 2.75
Program Yield (Bu/Acre) 117 117 117
15 Precent Flex Discount 85% 85% 85%
Total Iowa Payment $109,289,633 $340,012,191 $910,746,939
Table 2.  1996/97-1998/99 Government Payments to Iowa under FACTA (1990)
                Provisions ($2.36/Bu 1998/99 Corn Price)
       1996/97          1997/98         1998/99
Base Area (Acres) 14,035,000 14,035,000 14,035,000
Participation Rate 87% 87% 87%
Season Average Price ($/Bu) 2.66 2.47 2.36
Target Price ($/Bu) 2.75 2.75 2.75
Program Yield (Bu/Acre) 117 117 117
15 Precent Flex Discount 85% 85% 85%
Total Iowa Payment $109,289,633 $340,012,191 $473,588,408
Table 5.  1996/97-1998/99 Government Payments to Iowa under a 30 Percent Flex
                Program ($2.00/Bu 1998/99 Corn Price)
       1996/97        1997/98        1998/99
Base Area (Acres) 14,035,000 14,035,000 14,035,000
Participation Rate 87% 87% 87%
Season Average Price ($/Bu) 2.66 2.47 2.00
Target Price ($/Bu) 2.75 2.75 2.75
Program Yield (Bu/Acre) 117 117 117
15 Precent Flex Discount 70% 70% 70%
Total Iowa Payment $90,003,227 $280,010,039 $750,026,891
exist.  Also, evaluation of the program is
conditioned on the outcome of the Iowa
season average corn price 1998/99 crop
year.
This article presents two scenarios.  An
optimistic scenario is based on an Iowa
season average corn price of $2.36 per
bushel for 1998/99.  A more pessimistic
scenario is based on a season average corn
price of $2.00 per bushel for 1998/99.
As mentioned earlier, federal budget
constraints motivated the implementation of
the current farm bill policy.  If FAIRA had
not been enacted in 1996, a policy different
than the 1990 farm bill would be in effect
today.  During the discussions leading to the
passage of FAIRA, a proposed alternative
would have allowed participating farmers
greater planting flexibility and, in turn,
would have reduced government payments.
A frequently discussed scenario was a 30
percent flex program.  Estimates of the
payments made to Iowa under this program
using the two price scenarios for the 1998/
99 season average corn price are presented
in tables 4 and 5.
When comparing the projected
payments to Iowa corn producers, it is
evident that during the first two years of the
program, payments to Iowa producers were
highest under FAIRA in all cases.  The
outcome for 1998/99 is yet to be determined
and depends on the outcome of the season
average price.  With an Iowa season average
corn price of $2.36 per bushel for the 1998/
99 crop year, payments to Iowa producers
were higher under FAIRA provisions than
they would have been under the previous
policy or its likely successor.  However, the
more pessimistic season average price of
$2.00 per bushel shows that government
payments to Iowa producers are higher
under the previous farm bill provisions or
under a 30 percent flex program.
For the 1998/99 crop year, the season
average corn price would have to drop to
$2.31 per bushel before government
payments to Iowa producers under the
previous program would equal the PFC
payments to Iowa producers under FAIRA.
The 1998/99 season average corn price
would have to drop further, to $2.21 per
bushel before payments to Iowa corn
producers under the 30 percent flex
alternative would equal the PFC pay-
ments made under FAIRA.
Table 6 shows total government
payments to Iowa for the first three years of
the program under alternative policies and
outcomes for the 1998/99 season average
corn price.  This table shows that Iowa
producers have received higher payments
under both price scenarios during the first
three years of FAIRA than they would have
likely received under FACTA or a 30
percent flex program.
Presented in tables 7, 8, and 9 are
projected payments for the next three
years for Iowa producers under FAIRA,
FACTA, and a 30 percent flex program.
These figures are based on the Food and
Agricultural Policy Research Institute’s
(FAPRI) Iowa season average price
projections.
Table 10 shows that the projected
payments to Iowa producers under FAIRA
provisions during the next three years fall
below the projected payments under FACTA
Table 4.  1996/97-1998/99 Government Payments to Iowa under a 30 Percent Flex
                Program ($2.36/Bu 1998/99 Corn Price)
        1996/97         1997/98         1998/99
Base Area (Acres) 14,035,000 14,035,000 14,035,000
Participation Rate 87% 87% 87%
Season Average Price ($/Bu) 2.66 2.47 2.36
Target Price ($/Bu) 2.75 2.75 2.75
Program Yield (Bu/Acre) 117 117 117
15 Precent Flex Discount 70% 70% 70%
Total Iowa Payment $90,003,227 $280,010,039 $390,013,983
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Table 10. 1999/00-2001/02 Projected
Total Payments ($1000s) to
Iowa under Alternative Programs
Assumed Policy
FAIRA 1,332,847
FACTA 1,639,344
30% Flex 1,350,048
provisions or a 30 percent flex alternative.
From Table 11, it is evident that the
comparison of the projected payments
during the first six years of FAIRA
depends largely on the outcome of the
current and future season average prices.
However, using FAPRI price projections
for the next three years shows that
payments to Iowa producers during the
first six years of FAIRA are slightly lower
than the payments under FACTA with a
$2.00 per bushel 1998/99 corn price.
Furthermore, the payments under
FAIRA are substantially higher when
considering the 30 percent flex alterna-
Table 7.  1999/00-2001/02 Projected Government Payments to Iowa Producers
               under FAIRA
        1999/00          2000/01          2001/02
Contract Area (Acres) 14,182,000 14,270,000 14,319,000
Participation Rate 99% 99% 99%
Program Yield (Bu/Acre) 117 117 117
Contract Payment ($/Bu) 0.36 0.33 0.26
85% 85% 85%
Total Iowa Payment $502,666,534 $463,636,795 $366,543,919
Table 8.  1999/00-2001/02 Projected Government Payments to Iowa Producers
               under FACTA
         1999/00          2000/01          2001/02
Bare Area (Acres) 14,035,000 14,035,000 14,035,000
Participation Rate 87% 87% 87%
Season Average Price ($/Bu) 2.21 2.26 2.43
Target Price ($/Bu) 2.75 2.75 2.75
Program Yield (Bu/Acre) 117 117 117
15 Percent Flex Discount 85% 85% 85%
Total Iowa Payment $355,737,796 $595,021,334 $388,585,361
Table 9.  1999/00-2001/02 Projected Government Payments to Iowa Producers
               under 30 Percent Flex
        1999/00          2000/01          2001/02
Bare Area (Acres) 14,035,000 14,035,000 14,035,000
Participation Rate 87% 87% 87%
Season Average Price ($/Bu) 2.21 2.26 2.43
Target Price ($/Bu) 2.75 2.75 2.75
Program Yield (Bu/Acre) 117 117 117
15 Percent Flex Discount 70% 70% 70%
Total Iowa Payment $540,019,362 $490,017,569 $320,011,474
Table 6.  Total Payments ($1000s)  to Iowa under Alternative Programs
               and Price Scenarios (1998/99 Corn Price)
1998/99 Corn Price
Assumed Policy 2.36 2.00
FAIRA 1,559,125 1,559,125
FACTA 922,890 1,360,049
30% Flex 760,027 1,120,140
tive or a $2.36 per bushel 1998/99 corn
price. Comparing the total payments to
Iowa producers under an alternative
program and considering the added
benefits of planting flexibility, it seems
that Iowa producers have benefited from
the implementation of FAIRA compared
to the previous farm policy or a likely
alternative. t
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Table 11. 1996/97-2001/02 Projected Total
               Payments ($1000s) to Iowa
               under Alternative Programs
                     1998/99 Corn Price
Assumed Policy 2.36 2.00
FAIRA 2,891,972
2,891,972
FACTA 2,562,235
